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THE GROWTH OF CAPITAL AND THE CAUSE OF 
INTEREST. 

The criticism of my theory of capital and interest by Pro- 
fessor Bohm-Bawerk and Mr. Bonar* showed me that I ought 
to make some positive addition to my argument, or at least 
restate it in some new way that might prove to be clearer or 
more simple than the one first chosen. Such addition and 
restatement I now offer. 

Let us put aside for a moment the problem of interest, and 
look first at the problem of the growth of capital. 

Mill's familiar statement of this problem is as follows : — 

" Since all capital is the product of saving, — that is, of ab- 
stinence from present consumption for the sake of a future 
good, — the increase of capital must depend upon two things, 
— the amount of the fund from which saving can be made 
and the strength of the dispositions which prompt to it. The 
fund from which saving can be made is the surplus of the 
produce of labor, after supplying the necessaries of life to all 
concerned in the production (including those employed in re- 
placing the materials and keeping the fixed capital in repair). 
More than this surplus cannot be saved under any circum- 
stances. As much as this, though it never is saved, always 
might be."t 

The last proposition, in the meaning usually attributed to it, 
I deny. As a mere physical fact, the entire surplus might be 
saved. But saving is chiefly a psychical fact. It is a result of 
conscious motives. As a psychical fact, the saving of the entire 
surplus of their produce is a possibility for some individuals 
in an exchanging society, but not for all, nor for any normal 
individual, if he lives in isolation. If the whole surplus were 
always saved, there would be absolutely no motive for saving. 
Wealth is saved as a means of production of more wealth or 

* Quarterly Journal of Economics, vol. iv. pp. 346-349. Cf. also vol. iii. pp. 
503-507 and vol. iv. pp. 172-206. 

t Principles of Political Economy, Book I. cliap. xl. § 1. 
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as a provision against future want. But, if accumulations were 
never used in satisfying the foreseen want, and if increasing 
wealth were never enjoyed, no sane man could have the slight- 
est desire to see his possessions multiplied. The will or de- 
termination to save can exist only as a consequence of actual 
experiences of enjoyments of a higher rank than those of a 
merely animal existence. In the language of psychology, 
unless an individual or a community has some presentative 
knowledge of comforts, decencies, luxuries, leisure, and so 
on, it cannot have that representative knowledge of future 
comforts, luxuries, leisure, etc., that is subjectively the motive 
of saving. A more liberal consumption in some form — in 
material pleasures, or the spiritual growth made possible by 
material resources — must be developing, that any motive to 
saving may exist. A portion of the surplus must be consumed 
in the higher enjoyments somewhere, at some time, by some- 
body, that the remaining portion may be capitalized. 

The growth of capital is limited, therefore, psychologically, 
not merely by that moral development that is seen in the will 
to save, but by the concurrent development of that will and the 
desire to expend. Such a development is an exceedingly com- 
plex thing, and is found only in communities in which evolu- 
tion takes that predominantly psychical form which, sooner or 
later, acts, through delay of marriage and in other ways, as a 
check on the increase of population, — as a limitation, conse- 
quently, of the supply of labor. It is found, therefore, only 
in communities in which labor-aiding capital must be in ever 
increasing disproportion to capital-using labor. In such com- 
munities accumulating capital must take chiefly the auxiliary 
rather than the remuneratory form. This is always physi- 
cally possible in an exchanging society that has division of 
labor. In fact, in such a society, the whole surplus wealth 
can be quickly and readily converted, so far as mere physical 
possibility goes, into either luxuries, auxiliary capital, or re- 
muneratory capital, since a large part of the total wealth will 
consist of things whose final disposition has not been deter- 
mined, but may be determined at any instant, — such concrete 
things, for example, as grain, that can be used for food, for 
seed, for various delicacies, or for distilled spirits; cattle, 
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that can be used for food, for draft, or for breeding ; lum- 
ber, iron, leather, etc., that can be converted into tools, ma- 
chinery, and workshops, or into carriages, harnesses, fine 
houses and furniture ; and so on, through a long list. 

Because the relative importance of auxiliary capital has not 
been perceived, another fundamental and persistent limitation 
of the growth of capital has been overlooked. 

Capitalization is something more than abstinence from pleas- 
urable consumption. It is the productive employment of sav- 
ings. If, then, a part of the surplus wealth of society is at 
any time to be converted into capital, three facts must be 
remembered : — First, population remaining the same, the new 
capital must be auxiliary capital chiefly, since the hypothesis 
of surplus wealth implies that the community already has sub- 
sistence. Second, a community that is steadily adding to its 
capital is necessarily one in which population is not increas- 
ing in proportion to economic progress. Therefore, even 
though population does not remain the same, new capital must 
be auxiliary capital chiefly. Third, the new auxiliary capital 
must be actually used in wealth production, or it is not capital 
at all. 

But the use of auxiliary capital involves labor, and an in- 
crease of auxiliary capital, beyond a certain point, involves 
more labor to utilize it, except when the new capital takes 
the form of labor-saving instruments not previously in use. 
The concrete forms of capital remaining precisely the same, 
additional capital, beyond a certain quantity per man, cannot 
release labor. It requires more labor, but affords more prod- 
uct. For example, if auxiliary capital has consisted of seed- 
corn and spades, and new capital consists of nothing else than 
more seed-corn and more spades, the new capitalization in- 
volves additional labor of planting and cultivation. A spin- 
ner can perhaps watch 500 spindles as easily as 200, but 
attention to 1,000 would greatly intensify the strain. A crew 
of 5 or 6 men will work little, if any, harder in handling a 
freight train of 30 cars than in handling one of 15 ; but, if the 
number be increased to 50, their labor becomes much more 
severe. In general, in any kind of work there is a point in 
the application of successive increments of capital beyond 
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which only the adoption of an entirely new instrumental form 
of capital could make possible the increase of capital without 
additional labor. In a progressive society that point is sure 
to be reached and passed. Therefore, in any case, in such a 
society the growth of auxiliary capital involves either addi- 
tional invention or additional labor. 

Where is the extra effort of invention or labor to be ob- 
tained? Population remaining the same or increasing more 
slowly than savings, it can be obtained in one of two ways 
only. The men hitherto engaged in labor and invention may 
work more intensely or longer. But harder or longer work 
is relatively costly work. It is a labor of diminishing returns. 
The alternative is to employ those persons that have been 
hitherto unoccupied. But the unemployed are, for the most 
part, the relatively inefficient. Their labor is relatively costly. 
To employ them is like extending the margin of cultivation 
from good to poorer land. In either case, the capitalization of 
a portion of the surplus or net produce of society involves an 
increase of the cost of labor to society, and this increasing 
cost will necessarily limit capitalization. It will limit the 
amount of capital that society can have at any given time. 

If, to escape these difficulties, society converts the whole of 
its surplus produce into luxuries, what will be the result? 
Simply, that the necessity of resorting to extra costly effort 
will arise in another way. 

The want of a product a caused the community to use x 
units of auxiliary capital. The product proved to be in fact 
a -\- b. Consuming the surplus in various enjoyments, the 
community experiences a development of its tastes and de- 
sires. Its standard of life is raised. It discovers that it 
wants a product greater even than a-\-b. The total want 
is now for a-\-b-\-b'. Therefore, there will be a need for 
more auxiliary capital than before, — for x -+- x' units. But, 
by hypothesis, additional capital is not to be created out 
of any stock now existing. It must therefore be created by 
additional labor; and the only sources of additional labor, 
population remaining the same, or increasing more slowly 
than savings, are, as before, the longer or more arduous ex- 
ertion of the efficient members of industrial society or the 
extension of the margin of employment to the inefficient. 
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In brief, the conditions that create a need or desire for capi- 
tal are conditions that forbid its growth, either by abstinence 
from luxuries or in any other way, without an increase in the 
costliness of labor. Capitalization, or growth of capital, is 
therefore, in all cases, limited by an increasing costliness of 
labor, or, as it may be otherwise expressed, by a law of dimin- 
ishing returns of labor. 

Is the same true of luxuries ? Professor Marshall says : — 

Professor Giddings argues that goods of the second order have a 
higher cost of production per unit of quantity than luxuries, because 
their production necessitates working overtime; but to this it may be 
answered that so does also the production of extra luxuries.* 

Mere prolongation of labor does not necessarily increase the 
cost of labor per hour. Costliness increases only if the pro- 
longation is to and into the hours of diminishing return. 
Labor-aiding capital may enable us in the hours of maximum 
return to create present necessaries and that quantity of pres- 
ent comforts and present luxuries to which consumption is for' 
the time being adjusted. If so, luxuries have no higher cost 
than necessaries, so far. But, if we add to our list those cap- 
ital goods that are the present equivalents of future neces- 
saries, future comforts, and future luxuries, we find that there 
is no assignable limit to the number and quantity of them 
that we desire except the limit imposed by the diminishing 
returns of labor ; for consumption is ready to readjust itself 
to any greater future supply of comforts and luxuries that 
can be obtained. It is the expanding desire for the future 
that spurs labor to its utmost tension and holds it to its tasks 
into the hours of diminishing return. Therefore, capital, and 
capital only, has the abnormal costliness inherent in pro- 
tracted or intensified labor. 

The relation of this conclusion to the theory of interest 
may be now very briefly indicated. 

Let it be true that men value future goods less highly than 
present goods of like kind and number, and let this be the ex- 
planation of interest. 

Do those who offer this explanation go back of the mere 
fact that men do thus overvalue the present product? Do 

'Principles of Economics, vol. i. p. 612, note. 
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they make any assumption as to why men discount the future 
product? 

An examination of their writings will show that they do 
make two assumptions of the utmost consequence. They as- 
sume : (1) that mankind generally esteem present pleasures 
above future pleasures, including those derived from the con- 
sumption of goods ; (2) that different estimations of present 
and future pleasures derivable from goods are the same thing 
as different estimations of the present and future goods them- 
selves, and not only so, but that they are the same thing as 
different estimations of goods obtained, and to be obtained, 
through the process of capitalization. 

If these assumptions are valid, it will follow that, in a com- 
munity of persons so intelligent that a future pleasure, in and 
of itself, apart from conditioning circumstances, is regarded 
as exactly as important as a present pleasure of the same kind, 
interest must disappear. 

But between the first of these assumptions and the last 
there is a logical leap, which those who make it may be called 
upon to justify. I for one deny its validity. I deny that, if 
men should esteem present pleasures and future pleasures in 
exactly equal measure, they would therefore esteem in equal 
measure pleasure-producing goods now present and pleasure- 
producing goods to be made actual at some future time, 
through an intervening capitalization of wealth. 

Because, if there is no possible way of capitalizing wealth 
or creating capital without for the time being increasing the 
arduousness or the duration of labor, though men should value 
present and future pleasures as such in exactly equal measure, 
they will always discount something from the subjective value 
of future products of capitalistic production as compared with 
present products of like kind and number, on account of the 
extra effort involved in capitalizing the present products. 

Therefore, while I fully believe that economists will accept 
the positive results of Professor Bohm-Bawerk's study of capi- 
tal and interest, and that the importance of the work that he 
has accomplished will be more and more apparent as time goes 
on, [ also think, as I said in my first article on this subject, 
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that he has not carried his analysis far enough. Unequal esti- 
mations of present and future goods are, indeed, as he main- 
tains, a proximate cause of interest. But this psychical phe- 
nomenon is resolvable into at least two factors. Of these the 
unequal estimation of present and future pleasures tends to 
disappear with intellectual and moral progress. A community 
that accumulates capital is necessarily one that is undergoing 
a psychological development that results in a higher valuation 
of future satisfactions. But a growing regard for future 
pleasures impels men to work increasingly for the future ; and 
working increasingly for the future, by intensifying the strain 
of labor, increases what Jevons has called the negative utility 
of labor. That negative utility must be allowed for in esti- 
mating the present worth of the positive utility of the future 
satisfaction. It causes a discounting of the future satisfaction. 
Thus the very conditions that tend to diminish one item of 
discount from future satisfactions tend to increase, though 
perhaps not proportionally, another item. These are the sub- 
jective aspects of the phenomena of interest. The objective 
aspects are : (1) That limitation of the supply of capital that 
I have affirmed in previous articles. For, let it be remem- 
bered, the supply of capital is not the stock of auxiliary cap- 
ital, or producers' goods, but the offer of remuneratory cap- 
ital * or consumers' goods. (2) A limitation of the demand 
for producers' goods, since this demand is measured by the 
amount of working for the future that is going on, and work- 
ing for the future is conditioned by the diminishing returns of 
overtime labor. The value of means of production, there- 
fore, normally lags behind the value of finished products. 

Fbanklin H. Giddings. 
Bbyn Mawr Collsgb. 

*The text book definitions of " auxiliary" and " remuneratory" capital need 
amendment. We cannot sort out all the concrete forms of capital and say that 
these are auxiliary and these remuneratory. Great quantities of capital goods 
are at once remuneratory capital to some extent and auxiliary capital to some 
extent. To the extent that they are completed or partially completed products 
and rewards of past labor, they are consumers' goods and remuneratory capital. 
To the extent that they have yet to be completed, and are yet to cooperate with 
labor in working for the future, they are producers' goods and auxiliary capital. 



